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sacramento,  cA 94250-5875

Dear I"1r. Brummels

I have attached a copy of the Sett lement Agreement between my
of f ice,  Sacramento County and Orange County regard ing pension
reserves of  cer ta in  Cal i forn ia count ies.

As par t  o f  your  responsib i l i ty  for  approval  o f  County-wide cost
a l locat ion p1ans,  the Div is ion of  County Cost  P lans shoul -d use the
pr inc ip les on the at tachment  when you rev iew county pension costs .
Speci f ica l ly ,  you shoul -d note that  a l l  pension reserves,  inc lud ing
specia l  reserves,  must  be actuar ia l ly  suppor ted and just i f ied by an
independent  actuary to  be a l lowable.  fn  addi t ion,  the Count ies are
to implement  these pr inc ip les for  the i r  specia l  reserves in  the i r
nex t  ac tua r ia l  cyc le .

I f  you have any quest ions in  th is  regard p lease ca l l  me or  Rober t
K le in  o f  my  o f f i ce .

Sincere ly ,

cc:  Rober t  K imotc>
OIG-Sacramento
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REQUBST FOR RECONSIDERATION
T 'NDER 45  C .T .R .  PART 75  OF
DTVISION OP COST ALLOCATION
PIIIAL DETER]TiINATION. -

SETTLEMENT AGREEI,TENT

PARTIES

The partlea to thLg Settlement Agr€enent are the Divlslon of Cogt
Allocation ("DCA") of the U.S. Department of Health and Human
Serv iceg (  "HHS" 

) ,  RegJ,on IX,  San Francisco,  Cal l forn ia,  and the
California counties of Alaneda, Contra Costa, Fresno, Kernr Loa.
Angeles, Mendocino, lterqed, OrangeT Sacramento, San Bernardlnor San
Joaquin,  San Mateo,  Sonbma, Stanis laue,  Tulare,  and Ventura ( " the
Count ies"  )  .

BACKGRbI'ND

A Final Dete::nination ("Deterrr ination" ) vraa made by DCA on 27
September 1991 which required that three enumerat.ed actions be
taken by the al l  of the counties that 97ere the subJect of that
Deteraination. The Determination was based on an Audit Report done
by the Of f ice of  the Inspector  Genera l  t i t led "Audi t  o f  the Excess
Reserves of  the Pension Trust  Funds of  22 Cal i forn ia Count ies."
Subsequently the Counties elected to apply Jointly for i '
Reconeideration of the Determination under the provisions of 4\
C .P .R .  ,Pa r t  75 ,  and  des igna ted  Nancy  Wo l fo rd ,  Aud i to r -Con t ro l l e r  o f
Sacrannento County, as their duly authorized representative for that
purpose. An Application for '  Reconsideration of the Final
Dete::nination ( "Application" 

) \das f i led by the Counties dn January
29,  L992.  (Santa Barbara was erroneously  des ignated as one of  the
Counties seeking a reconsideration in the January 29, L992
Appl icat iqn.  )  The Jo int  Appl icat ion f i led on behal f  o f  the
Counties'.das l imited to the Reserve for Defj.cienciee maintained by
the various County Pension Trust Funds pursuant to Cali fornia
Government  Code eect ions 3L592 and 31592.2.  Orange County f i led
its own Application concerrr ing i ts Reserves for Self-Insurance and
for  Undis t r ibuted Earn ings.

A neet ing was held at  50 Uni ted Nat ions Plaza,  San Francisco,
Ca l i f o rn ia  on  Apr i l  9 ,  L992  pu rsuan t  t o  the  p rov i s ions  o f  45  C .F .R .
Par t  75.  The Regional  Di rector  o f  Region IX designated Bernard
KeI Iy ,  Regional  Di rector  o f  Region x ,  to  act  in  h is  s tead as
decis ion-maker ,  and none of  the par t ies obJected to  that
designat ion.  l ls .  Wol ford was present  at  the meet ihg wi th  counsel ,
Hr .  John Whisenhunt ,  as were representat ives of  DCA and HHS's
Of f i ce  o f  Genera l  Counse l .  I n  add i t i on ,  Mr .  Chuck  Hu1se  and  Mr .
Don Rubin were present on behalf of Orange County. (Orange County

)
)
)
)
)
)
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agreed to b€ repreaentad by Me. Wolford ln connect,lon wlth thestatutorlf  Reserve for DefLcienclee; l t  appeared indlvLduaffy 
-fn

connectlon wlth itg AppllcatJ.on for neco-nilderatlon of the DCA
Dete::nLnatlon p.!rta{1ing to i te Reeerve for serf-rnguranc€, and ita
Regerxre for Undistr ibuted Earnlngs. )

subseguent to -the-meetJ-ng tlt" partr-ea h11ve,_qgrged.Jg.--pp.!_!-la. t_hlsmatter l-n confo'i^nittir- with the 'prliicrpr6b- -eh-iifrdlatifr 
6arit;: Thr;settlernent_ Agreement Ls entered tnt6 by Ms. Nancy worfordr. ;h;warrantg that ehe is acting as the duly luthorlzed-representatlve

of al l  of  the Count ies,  and that she his been given-the author i tyby them to aettle this marrer on their behalf 
-in 

""""iail;;-; i; i l
the te]3ltrs of this Settlement Agreement, and to bind them to thete]ms hereof - Orange County hJs independently concnrrea in thissettrement Agreement as to all iss-ues upoir which it 

- 
soughiReconelderat ion.

PRINCIPLES

1 ' Federal coat principles wit l  not al low reimbursement ofincreases in employer contributions to county pensj.on Trust Fundsresul t ing f rom maintenance.  of  -  specia l  r . i " ro"" - - isucrr  aa thestatutory Reserve for Defici.enciei) which are not lrrppo=t"d and
Justif ied actuarial l_y, and which are'maintained sepirately from theordinary_ reserves of the pension Trust Fund. Maintenance of euchactuarial ly unsupported and unJustif ied reservea would require theuse of a dual employer contrib]:t ion rate structure or other meansto ensure that Federal prograns are not overcharged. no-" '" i ]actuarial ly supported t 'nd 

- 
lustir ied special re6er.,res may bema in ta ined .

2 '  . .  For  a-  specia l  reserve to  be considered actuar ia l ly  suppor tedand"Just i f ied,  the independent  actuary ior  the county eension TrustFund must provide e*pI- icit  detairs 
- in 

t l"- ="p-oi i 'o, the countyPension Trust Fund as 1o the actuaria] need ror Lrre-sfecial reserveand the amount of funds and source of funds toi the specialreserve' such special reserves may generate their own actuarialga ins and '  Losses.  The sample o i  
-ur  

actuar j -a l  Just i f  icat ionprov ided to  sacramento county-by w.  p.  Corroon co.  in  the i r  le t terof .  Apri l  30, lgg2-, represent_s acceptable r""g"ig" 
- i" 

meet thesecriteria, except that fhe word ".otr i irrf .rr"y" shouLd be deleted eachprace that  i t  appears in  the ret ter l  r t  is  ernphasized that  aseparate actuar ia l  just i f icat ion is  requi red f ; r  each specia lreserve mainta ined,  and that  the iust i t icat ion must  reLatespeci f ica l ly  to  the need for  the subje6t  specia l  reserve.

3 '  This  actuar iar  just i f icat ion wi l r  be requi red dur ing the nextregular actuariaL cycre for each of the countles and wil l  becomepart of the scope of the actuariar review as rong as such resenref,are mainta ined.



4. The actuarlal reports support ing thege reaervea wll l  be made
avaLlable to  Federa]  o f f ic ia la  aa needed for  rev lew.  I f  the
actuarial reports support and Juatlfy the apeclal reaerves, baeed
on theee Pr lnc ip lee ( i .e . ,  paragraphs I  through 4 hereof) f
general ly accepted actuarial standards, and al l  other appl!-cablt
s tatutory  and regulatory cr i ter ia  are sat is f ied,  the actuar la l ly
supported and Juetif ted special reeerves may be maintained.. In
entering into thie Sett lement Agreement, the DCA specif ical ly
recognlzee and acknowledges that reeervee eatLefyJ.ng the etandarda
set  for th  in  thege Pr inc ip les are aI lowable coata wi th in  the
meaning of Off ice of l ' lanagement and Budget Circular A-87 ( "Circular

A-87 " 
) and do not constitute contributions to a contingency reaeti\ te

wi th in  the meaning of  Ci rcu lar  A-87.

5. Sacrarnento County wil l  head a County taek force which wtl l
exannine the need for maintaining the Reserve for Deficlencieg
required by the 1937 Statute and wlll make approPrlate
reconmendations to the State to effect appropriate changes.

5. Upon execution of this Sett lernent Agreement by atl  part ies, the
counties' Requests for Reconsideration sha]1 be deemed withdrawn.

7. Upon execution by aI1 of the part iee, this Sett lernent Agreement
eupersedes the DCA Final Determination,

For  the Count ies: For  the Div ie ion of  Cost
A l l oca t i on :

-/,irt
David S. Low
Director
Division of Cost All-ocationCounty of Sacramento

For Orange County:

D A T E , 4 i
County Adrninistrative Off icer
County of Orange

{



DEPARTMENT OF HEA H & HUMAN SERVICES
Office of lhe
Regional Director

M r ,  D o n a l d  E .  E t z l - e r ,  C h i e f
Bureau o f  County  Cost  P lans
Div is ion  o f  Loca l  Government  F isca l  A f fa i rs
P . O .  B o x  9 4 2 8 5 0
S a c r a m e n t o ,  C A .  9 4 2 5 0 - 5 8 7 6

D e a r  M r .  E t z l - e r :

Region lX
5O United Nations Plara
San Franc isco .  CA 94102

/ ',P;{ i331

I n  o r d e r  t o  r e s o l v e  t h e  f i n d i n g s  u n d e r  t h e  A p r i l  3 , 1 9 9 1  H H S  o I G
A u d i t  R e p o r t  A - O 9 - 9 0 - 0 0 0 7 3  t i t t e d  ' r A u d i t  o f  t h e  E x c e s s  R e s e r v e s
o f  t h e  P e n s i o n  T r u s t  F u n d s  o f  2 2  C a l i f o r n i a  C o u n t i e s ' r ,  e a c h
county  c i ted  in  the  repor t  shou ld  be  requ i red  to  cer t i f y  to  your
o f f i ce  tha t  they  w i l l  comply  w i th  the  fo l low ing :

1 .  R e s e r v e s  i d e n t i f i e d  i n  t h e  a u d i t  r e p o r t  f o r  ( 1 )  d e f i c i e n c i e s ,
( 2 )  u n d i s t r i b u t e d  e a r n i n g s ,  ( 3  )  s e l f - i n s u r a n c e  a n d  ( 4  )
supp lementa l  benef i t s  must  be  inc luded in  the  Pens ion  Trus t  Fund
actuar ia l  asse ts  used to  ca lcu la te  pens ion  cos ts  c la imed under
Federa l  p roqrams.  The inc lus ion  o f  these reserves  must  be
accompl ished in  the  nex t  regu la r  pens ion  ra te  se t t ing  cyc le ,  bu t
no t  la te r  than the  cyc le  used to  se t  ra tes  fo r  the  F isca l  Year
E n d i n g  J u n e  3 0 ,  1 9 9 3 .

2 .  Upon comple t ion  o f  the  pens ion  ra te  se t t ing  process ,  each
county  w i l l  p rov ide  to  your  o f f i ce  (1 )  a  cer t i f i ca t ion  tha t  the
sub jec t  reserves  were  inc luded in  the  ac tuar ia l  asse ts  used to
ca lcu la te  pens ion  cos ts  and (2 )  an  account ing  o f  any  changes in
the  amount  o f  the  reserve  ba l -ances  repor ted  in  the  aud i t  repor t .

3 .  The count ies  must  cer t i - f y  tha t  they  w i l l  rna in ta in  cur ren t
ac tuar ia l  o r  o ther  s tud ies  to  suppor t  reserves  es tab l i shed fo r
s p e c i f i c  b e n e f i t s ,  i n c l u d i n g  ( 1 )  r e s e r v e s  f o r  s e l f  i n s u r a n c e  a n d
( 2 )  r e s e r v e s  f o r  s u p p l e m e n t a l  b e n e f i t s .

P l e a s e  i n f o r r n  B o b  K l e i n ,  o f  m y  o f f i c e ,  w h e n  t h e  c e r t i f i c a t i o n s
are  rece ived f rom a l l  o f  the  sub jec t  count ies .  I f  you  have any
q u e s t i o n s ,  p J - e a s e  c a l l  m e  o r  B o b  K l e i n  a t  ( 4 1 5 ) - 5 5 6 - 1 7 0 4 .

S i n c e r e l y ,

i q

8*-JJJ"=--
D a v i d  S .  L o w
D i r e c t o r

Attachment

C C :  B i I I  F e r n a n d e z ,  O I G
Bob K i rno to ,  OIG
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CERNFICATION OF ACTUARTAL ASSUMPTIONS
ON EXCESS RESERVES OF THE PENSION TRUST FUNDS

i hereby certify, as the responsible official of County, that:

( 1 ) reserves for defi ciencies, undistributed earnings, self-insurance
and supplemental benefits are included in the Pension Trust
Fund actuarial assets used to calculate pension cost claimed
under Federal Programs.

an accounting of any changes in the amount of the reserve
balances be reported in the Annual Audit Report.

that current actuarial or other studies be available for
inspection or review to support the reserves established for
specific benefits, including (a) reserves for self insurance and
(2) reserves for supplemental benefits.

(2)

(3)

ACTUARIA.CER


